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SECTION | - GENERAL PROPOSAL INFORMATION

A. Purpose of the Request for Proposal

The purpose of this Request for Proposal (“RFP”), including all of its exhibits, is to solicit
proposals from gqualified independent CPA Firms (“Firm” or “contractor”) who will provide the
North Dakota Office of the State Auditor (“State” or “Auditor”) with annual financial audits of the
North Dakota Public Employees Retirement System (“Client”), in accordance with Government
Auditing Standards, issued by the Comptroller General of the United States.

B. Issuing Office

This RFP is issued by the Auditor. All proposals and questions concerning it should be
addressed to (hereafter referred to as the “Audit Coordinator”):

Ronald I. Tolstad Jr., CPA, M. Acc.
Technical Specialist / Audit Manager
Office of the State Auditor

600 East Boulevard Avenue - Dept. 117
Bismarck, ND 58505-0060

Phone: (701) 328-2243
Fax: (701) 328-1406
E-mail: rtolstad@nd.gov

C. RFP Schedule of Events

This schedule of events represents the State’'s best estimate of the schedule that will be
followed for this RFP. If a component of this schedule, such as the deadline for receipt of
proposals, is delayed, the rest of the schedule will be shifted by the same number of days.

The approximate RFP schedule is as follows:

e RFP Issued: November 13, 2008

o Deadline for receipt of questions and objections related to the RFP: December 15, 2008
e Responses to questions / RFP amendments (if required) December 31, 2008

e Deadline for the receipt of proposals: 5:00 p.m. February 20, 2009

e RFP Opening: February 23, 2009

e Proposal Evaluation Committee evaluation completed by approximately : March 9, 2009
e State issues Notice of Intent to Award a Contract approximately: March 16, 2009

e State issues contract approximately: March 23, 2009

e Contract start: June 2009
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D. Notice Provided
Notice of this solicitation has been provided in accordance with N.D.C.C. § 54-44.4-09.
E. Submission of Proposals

Four copies of the Firm’s sealed proposal, signed by an authorized official of the Firm, must be
received by the Auditor no later than the deadline specified in the RFP Schedule of Events.
Proposals received after this date will not be accepted. To the extent practical, an electronic
copy of the proposal should be submitted with the proposal. Proposals will not be publicly read
at the opening.

Proposals may not be delivered orally, by facsimile transmission, by other telecommunication or
electronic means. Offerors assume the risk of the method of dispatch chosen. The State
assumes no responsibility for delays caused by any delivery service. Postmarking by the due
date will not substitute for actual proposal receipt by the State. An offeror’s failure to submit its
proposal prior to the deadline will cause the proposal to be rejected. Late proposals or
amendments will not be opened or accepted for evaluation.

F. Assistance to Offerors with Disability

Offerors with a disability that need an accommodation should contact the Audit Coordinator prior
to the deadline for receipt of proposals that reasonable accommodation can be made.

G. Deadline for Receipt of Questions and Objections

Offerors must carefully review this solicitation, the contract, risk management provisions, and all
attachments for defects, questionable, or objectionable material. All questions must be in
writing and directed to the purchasing agency, addressed to the Audit Coordinator, and cite the
applicable RFP. The Audit Coordinator must receive these written requests by the deadline
specified in the RFP Schedule of Events to allow issuance of any necessary amendments.

This will also help prevent the opening of a defective solicitation and exposure of offeror's
proposals upon which an award could not be made. Protests based on the content of the
solicitation will be disallowed if these faults have not been brought to the attention of the Audit
Coordinator, in writing, before the time indicated in the Schedule of Events.

If the question may be answered by directing the questioner to a specific section of the RFP,
then the procurement officer may answer the question over the telephone. Other questions may
be more complex and may require a written amendment to the RFP. The Audit Coordinator will
make this determination. Oral communications is considered unofficial and non-binding on the
State. The offeror must confirm telephone conversations in writing.

H. Vendors Must Be Approved Before Contract Award

Proposals will be accepted from vendors that are not currently approved vendors on the State’s
bidders list; however, the successful offeror will be required to become approved prior to award.

To Become an approved vendor, offerors must; 1) be registered with the North Dakota

Secretary of State, and 2) submit a completed Bidders List Application to the North Dakota
Vendor Registry Office.
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I. Addendum to Request for Proposal

If an amendment to this RFP is issued, it will be provided to all offerors that were mailed a copy
of the RFP and to those that have requested a copy of the RFP from the Audit Coordinator
noted above.

J. Letter of Interest

Vendors interested in receiving any notices related to this RFP are invited to contact the Audit
Coordinator with the name of their firm, contact person, mailing address, telephone number, fax
number, and e-mail address. The sole purpose of the letter of interest is to provide the Auditor
with a contact person to receive any notices related to the RFP. Submission of a letter of
interest is not a requirement for submitting a proposal.

K. Proposal Evaluation

The Auditor seeks a proposal that is most advantageous to the State of North Dakota, audit
plan, qualifications, price, and other factors considered. The Auditor reserves the right to hold
all bids for a period of sixty (60) days after opening, waive any irregularities, reject any or all
bids, and negotiate for the best proposal or parts of proposals.

Responses to the RFP will be evaluated based upon the Firm’s ability to meet the intent and
objectives outlined in this RFP, the fees involved in providing services, the Firm’s experience in
conducting similar audits, and a demonstrated, acceptable past performance record.
Specifically, evaluation will assess the following criteria:

a) Completeness and responsiveness of the bid proposal;

b) The audit plan;

c) Realistic time estimates of each major segment of the audit plan and the estimated
number of hours for each staff level assigned;

d) Technical experience of the firm and prior experience in auditing similar entities;

e) Qualifications of the audit team, including consultants, to be assigned to the audit;

f) General direction and supervision to be exercised over the audit team by the firm’s
management personnel and;

g) If applicable, prior Auditor experience with the Firm.

L. Auditor Coordinator

The Auditor will designate a principal state auditor coordinator (“Audit Coordinator”) to work with
the firm throughout the audit. This individual will assist the firm to understand Auditor’s
requirements, state budgeting and reporting guidelines and generally help the firm conduct an
effective and efficient audit.

The Firm will be required to notify the Coordinator in advance, of the estimated dates for starting
and completing field work, as well as when the working papers will be ready for review.
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M. Proposal Costs

The Auditor or the Client will not pay any cost associated with the preparation, submittal,
presentation, or evaluation of any proposal.

N. Conflict of Interest

Offerors must disclose any instances where the firm or any individuals working on the contract
has a possible independence problem or conflict of interest and, if so, the nature of that conflict
(e.g. nonaudit services performed for the Client). The Auditor reserves the right to cancel the
award if any interest disclosed from any source could either give the appearance of a conflict or
cause speculation as to the objectivity of the offeror’'s proposal or auditor independence. The
Auditor’'s determination regarding any questions of independence or conflict of interest is final.

O. Offeror's Certification
By signature on the proposal, an offeror certifies that it complies with:

a) the laws of the State of North Dakota;

b) North Dakota Administrative Code;

c) all applicable local, state, and federal laws, code, and regulations;

d) the applicable portion of the Federal Civil Rights Act of 1964;

e) the Equal Employment Opportunity Act and the regulations issued by the federal
government;

f) the Americans with Disabilities Act of 1990 and the regulations issued by the federal
government;

g) all terms, conditions, and requirements set forth in this RFP;

h) a condition that the proposal submitted was independently arrived at, without
collusion;

i) a condition that the offer will remain open and valid for the period indicated in this
solicitation; and

j) a condition that the firm and any individuals working on the contract do not have a
possible conflict of interest.

If any offeror fails to comply with the provisions stated in this paragraph, the Auditor reserves
the right to reject the proposal, terminate the contract, or consider the contractor in default.

P. Offer Held firm

Proposals must remain open and valid for at least 60 days from the deadline specified for
submission of proposals. In the event award is not made within 60 days, the State will send a
written request to all offerors deemed susceptible for award asking offerors to hold their price
firm for a longer specified period of time.

Q. Amendments to Proposals and Withdrawals of Proposals
Offerors may amend or withdraw proposals prior to the deadline set for receipt of proposals. No
amendments will be accepted after the deadline unless they are in response to the Auditor’s

request. After the deadline, offerors may make a written request to withdraw proposals and
provide evidence that a substantial mistake has been made. The Audit Coordinator may permit
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withdrawal of the proposal upon verifying that a substantial mistake has been made, and the
Auditor may retain the offeror’s bid bond or other bid type of bid security, if one was required.

R. Alternate Proposals
Offerors may submit only one proposal for evaluation.
S. Joint Venture and Subcontracts

Subcontractors may be used to perform work under this contract. If an offeror intends to use
subcontractors, the offeror must identify in the proposal the names of the subcontractors and
the portions of the work the subcontractors will perform.

If a proposal with subcontractors is selected, the offeror must provide the following information
concerning each prospective subcontractor within five working days from the date of the State's
request:

a) complete name of the subcontractor;

b) complete address of the subcontractor;

c) type of work the subcontractor will be performing;

d) percentage of work the subcontractor will be providing;

e) evidence, as set out in the relevant section of this RFP, that the subcontractor is
registered with the Secretary of State and, if applicable, holds a valid North Dakota
business license; and

f) a written statement, signed by each proposed subcontractor, which clearly verifies
that the subcontractor is committed to render the services required by the contract.

An offeror's failure to provide this information, within the time set, may cause the Auditor to
consider its proposal non-responsive and reject it. The substitution of one subcontractor for
another may be made only at the discretion and prior written approval of the Audit Coordinator.

Joint ventures are acceptable. If submitting a proposal as a joint venture, the offeror must
submit a copy of the joint venture agreement that identifies the principles involved and its rights
and responsibilities regarding performance and payment.

T. Disclosure of Proposal Contents and Compliance with North Dakota Open Records
Laws

All proposals and other material submitted become the property of the State and may be
returned only at the State's option. All proposals and related information, including detailed cost
information, are exempt records and will be held in confidence until an award is made, in
accordance with N.D.C.C. § 54-44.4-10(2).

Offerors may make a written request that trade secrets and other proprietary data contained in
proposals be held confidential. Material considered confidential by the offeror must be clearly
identified, and the offeror must include a brief statement that sets out the reasons for
confidentiality. See the North Dakota Office of the Attorney General website for additional
information. http://www.aq.state.nd.us/OpenRecords/ORM.htm
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U. Right of Rejection

The Auditor reserves the right to reject any proposals, in whole or in part. Proposals received
from debarred or suspended vendors will be rejected. The Audit Coordinator may reject any
proposal that is not responsive to all of the material and substantial terms, conditions, and
performance requirements of the RFP.

Offerors may not qualify the proposal nor restrict the rights of the Auditor. If an offeror does so,
the Audit Coordinator may determine the proposal to be a non-responsive counter-offer and the
proposal may be rejected.

The Audit Coordinator may waive minor informalities that:

a) do not affect responsiveness;

b) are merely a matter of form or format;

¢) do not change the relative standing or otherwise prejudice other offers;

d) do not change the meaning or scope of the RFP;

e) are insignificant, negligible, or immaterial in nature;

f) do not reflect a material change in the work; or

g) do not constitute a substantial reservation against a requirement or provision,

The Auditor reserves the right to reject any proposal determined to be not responsive, and to
reject the proposal of an offeror determined to be not responsible. The Auditor also reserves
the right to refrain from making an award if it determines it to be in its best interest.

V. Clarification of Offers

In order to determine if a proposal is reasonably susceptible for award, communications by the
Audit Coordinator or the proposal evaluation committee are permitted with an offeror to clarify
uncertainties or eliminate confusion concerning the contents of a proposal and determine
responsiveness to the RFP requirements. Clarifications may not result in a material or
substantive change to the proposal. The initial evaluation may be adjusted because of a
clarification under this section.

After receipt of proposals, if there is a need for any substantial clarification or material change in
the RFP, an amendment will be issued. The amendment will incorporate the clarification or
change, and a new date and time established for new or amended proposals. Evaluations may
be adjusted as a result of receiving new or amended proposals.

W. Discussions and Best and Final Offers

The Auditor may conduct discussions or request best and final offers with offerors that have
submitted proposals determined to be reasonably susceptible for award. The
Auditor is not obligated to do so, therefore, vendors should submit their best terms (cost and
technical). The purpose of these discussions is to ensure full understanding of the requirements
of the RFP and the offeror’s proposal. Discussions will be limited to specific sections of the RFP
or proposal identified by the Audit Coordinator. Discussions, if held, will be after initial
evaluation of proposals by the proposal evaluation committee. If modifications to the proposal
are made as a result of these discussions, the modifications must be put in writing.
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X. Preference Laws

The preference given to a resident North Dakota offeror will be equal to the preference given or
required by the state of the nonresident bidder. A “resident” North Dakota bidder, offeror, seller,
or contractor is one that has maintained a bona fide place of business within this State for at
least one year prior to the date on which a contract was awarded. For a listing of state
preference laws, visit the following website:
http://www.oregon.gov/DAS/SSD/SPO/detail_nd.shtml or contact the North Dakota State
Procurement Office at 701-328-2683.

Y. Contract Negotiation

After final evaluation, the Audit Coordinator may negotiate with the offeror of the highest-ranked
proposal. Negotiations, if held, will be within the scope of the request for proposals and limited
to those items that would not have an effect on the ranking of proposals. If the highest-ranked
offeror fails to provide necessary information for negotiations in a timely manner, or fails to
negotiate in good faith, the Auditor may terminate negotiations and negotiate with the offeror of
the next highest-ranked proposal.

If contract negotiations are commenced, they will be held at:

Office of the State Auditor
3" Floor State Capitol

600 East Boulevard Avenue
Bismarck, North Dakota

If contract negotiations are held, the offeror will be responsible for all cost including its travel and
per diem expenses.

Z. Failure to Negotiate
If the selected offeror:

e fails to provide the information required to begin negotiations in a timely manner;

o fails to negotiate in good faith;

e indicates it cannot perform the contract within the budgeted funds available for the
project; or

o if the offeror and the State, after a good faith effort, cannot come to terms.

The Auditor may terminate negotiations with the offeror initially selected and commence
negotiations with the next highest ranked offeror.

AA. Notice of Intent to Award - Offeror Notification of Selection
After the completion of contract negotiation the Audit Coordinator will issue a written Notice of
Intent to Award and send copies to all offerors. The Notice of Intent Award will set out the

names and addresses of all offerors and identify the proposal selected for award. The scores
and placement of other offerors will not be part of the Notice of Intent to Award.
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The successful offeror named in the Notice of Intent to Award is advised not to begin work,
purchase materials, or enter into subcontracts relating to the project until both the successful
offeror and the State sign the contract.

BB. Protest and Appeal

North Dakota law provides that an interested party may protest a solicitation. If an interested
party wishes to protest the content of this RFP, the protest must be received, in writing, by the
Audit Coordinator at least seven calendar days before the deadline for receipt of proposals.

An interested party may protest the award or proposed award of a contract. If an offeror wishes
to protest the award of a contract or proposed award of a contract, the protest must be received,
in writing, by the Audit Coordinator within seven calendar days after the date the Notice of Intent
to Award was issued.
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SECTION Il - PROPOSAL REQUIREMENTS
A. Contractual Arrangements

Firm must offer and agree to furnish all items and services upon which any contract is made, at
the prices offered, delivered according to the times specified in this RFP, and as directed by the
Auditor.

It is anticipated a contract similar to the attached “Example Contract for Audit Services,” will be
awarded by the Auditor by the date specified in the RFP Schedule of Events. The contract
award will be made to the responsive Firm whose proposal is most advantageous to the State of
North Dakota, audit plan, qualifications, price, and other factors considered. The Auditor will
notify all Firms after the award. The contract will specify the maximum fee to be paid for
performance of the proposed audits as set forth in the successful proposal.

Progress billings may be submitted to the Client for up to 80% of the total fee. Billing for the
final 20% of the contract fee will be accepted and paid after the audit has been approved in
writing by the Auditor. Billings shall be for actual hours worked, at the discounted billing rate(s)
quoted in the firm's proposal, not to exceed the contract price.

The Client reserves the right to withhold 10% of the total audit fee if the deadlines set forth
under “Time Schedule” in this section are not met.

B. Standard Contract Provisions

The successful offeror will be required to sign and submit a contract based on the attached
example included with this RFP. The contractor must comply with the contract provisions set
out in this attachment. Any objections to the contract provisions must be set out in the offeror’s
proposal. No alteration of these provisions will be permitted without prior written approval from
the Auditor.

Offerors are instructed to contact the Audit Coordinator in writing by the deadline set for
guestions with any concerns regarding the contract provisions.

C. Proposal as a Part of the Contract

This RFP and the successful proposal will be incorporated into the contract.

D. Additional Terms and Conditions

The Auditor reserves the right to add, delete, or modify terms and conditions during contract
negotiations. These terms and conditions will be within the scope of the RFP and will not affect
the proposal evaluations.

E. Supplemental Terms and Conditions

Proposals including supplemental terms and conditions will be accepted, but supplemental

conditions that conflict with those contained in this RFP or that diminish the Auditor right's under
any contract resulting from the RFP will be considered null and void. The Auditor is not
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responsible for identifying conflicting supplemental terms and conditions before issuing a
contract award. After award of contract:

(a) if conflict arises between a supplemental term or condition included in the proposal
and a term or condition of the RFP, the term or condition of the RFP will prevail; and

(b) if the Auditor's rights would be diminished as a result of application of a
supplemental term or condition included in the proposal, the supplemental term or
condition will be considered null and void.

F. Contract Approval

This RFP does not, by itself, obligate the Auditor or the Client. The Auditor's and the Client’s
obligations will commence when the contract is signed. Upon written notice to the contractor,
the Auditor may set a different starting date for the contract. The Auditor will not be responsible
for any work done by the contractor, even work done in good faith, if it occurs prior to the
contract start date set by the Auditor.

G. Contract Changes - Unanticipated Amendments

During the course of this contract, the contractor may be required to perform additional work.
That work will be within the general scope of the initial contract. When additional work is
required, the Audit Coordinator designated by the Auditor will provide the contractor a written
description of the additional work and request the contractor to submit a firm time schedule for
accomplishing the additional work and a firm price for the additional work. Cost and pricing data
must be provided to justify the cost of amendments.

The contractor will not commence additional work until the Audit Coordinator has secured any
required Auditor approvals necessary for the amendment, issued a written contract amendment
that has been approved by the Auditor, and the amendment has been signed by both parties.

H. Indemnification and Insurance Requirements

Offerors must review the attached Risk Management Appendix for indemnification and
insurance requirements. The indemnification and insurance provisions will be incorporated into
the final contract.

Objections to any of the provisions of the Indemnification and Insurance Requirements must be
made in writing to the attention of the Audit Coordinator by the time and date set for receipt of
questions. No alteration of these provisions will be permitted without prior written approval from
the Auditor in consultation with the North Dakota Risk Management Division.

Upon receipt of the Notice of Intent to Award, the successful offeror must obtain the required
insurance coverage and provide the Audit Coordinator with proof of coverage prior to contract
approval. The coverage must be satisfactory to the Auditor, in consultation with the North
Dakota Risk Management Division. An offeror’s failure to provide evidence of insurance
coverage is a material breach and grounds for withdrawal of the award or termination of the
contract.
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I. Applicable Law and Venue

Any dispute arising out of this agreement will be resolved under the laws of the State of North
Dakota. Any action commenced to enforce the contract must be brought and solely litigated in
the District Court of Burleigh County, North Dakota.

J. Independent Entity

The contractor is an independent entity under this contract and is not a state employee for any
purpose. The contractor retains sole and absolute discretion in the manner and means of
carrying out the contractor’'s activities and responsibilities under the contract, except to the
extent specified in the contract.

K. Assignment

Contractor may not assign or otherwise transfer or delegate any right or duty without the
Auditor's express written consent. However, the contractor may enter into subcontracts
provided that the subcontract acknowledges the binding nature of this contract and incorporates
this contract, including any attachments.

L. Description of Entity and Records to Be Audited

The scope of the audit engagement will consist of financial statement audits of the Client which
has a fiscal year end of June 30.

The major powers and duties of the Client are described in title 54 of the North Dakota Century
Code (NDCC). PERS is responsible for the Public Employees Retirement System; the National
Guard System for security officers and firefighters; the Law Enforcement Retirement systems;
the judges retirement system for supreme and district court judges (NDCC Chapter 54-52); the
Highway Patrolmen’s Retirement System (NDCC Chapter 39-03.1); OASIS Trust Fund (NDCC
Chapter 52-09); Retirement Plan for Employees of Job Service North Dakota (52-11). the
Uniform Group Insurance Program (NDCC Chapter 54-52.2); the Pretax Benefits Program for
Public Employees (NDCC Chapter 54-52.3); the Deferred Compensation Plan for Public
Employees (NDCC Chapter 54-52.1), a Defined Contribution Plan for non-classified state
employees (NDCC Chapter 54-52.6), and; the Retiree Health Insurance Credit Program (NDCC
section 54-52.1-03.2). The most current comprehensive annual financial report can be found at:
www.state.nd.us/ndpers/forms-and-publications/index.

The general ledger of PERS is maintained on the PeopleSoft Financials module of ConnectND
(a configured PeopleSoft's Enterprise Resource Planning software system).

1. Custody of the PERS’ assets is with The Northern Trust Company (TNT) of Chicago, lllinois.
As of June 30, 2008 the market value of the investments at TNT excluding receivables
totaled $1.9billion for PERS. These investments are managed and audited as part of the
Retirement and Investment Office. The auditors of PERS are expected to rely upon this
audit for investment balances and related activity.

2. Custody of assets for the Defined Contribution Plan and the NDPERS 457 Companion
Plan are with Fidelity Investments.
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3. PERS currently maintains 6 money market accounts at the Bank of North Dakota into
which daily deposits are made, and 2 checking accounts through which monthly
disbursements in excess of $22 million are paid out. Automatic transfers are made from
the money market accounts to the checking accounts on a daily basis to cover the
amount of checks clearing the bank during the day.

The principal accounting records of the Client are located at the 400 East Broadway Avenue,
Suite 505, Wells Fargo Bank Building, Bismarck, ND. Details can be obtained from Jamie
Kinsella, Internal Auditor at (701) 328-3905. The Client did not receive or expend federal funds
during fiscal year 2008.

M. Price

The price proposal must include a separate fee quotation for each fiscal year. The total price
includes the Firm's expenses for labor, travel, printing costs and all other expenses. The labor
portion of the price must itemize the estimated number of hours and billing rate for each level of
person working on the audit.

The cost of accounting work such as preparation of schedules, financial statements, notes to
the financial statements, etc., should be included in the above price proposal. It is the Firm’s
responsibility to determine what work will be performed by the Client, and what work the Firm
will be expected to perform. This can be accomplished by reviewing section below, and by
interviewing the Client.

N. Assistance Available To Firm

The Client was previously audited by the CPA firm of Brady Martz and Associates, P.C.,
Bismarck, ND, for fiscal year 2008.

Assistance to be supplied by the Client, including arrangements for working space, preparation
of schedules and answering of questions, will be discussed and coordinated with Jamie
Kinsella, Internal Auditor. The Client maintains an internal audit function.

The staff of the Client will prepare the following statements, schedules and workpapers for the
selected audit firm:
1. Trial Balance
2. Management’s Discussion and Analysis
3. Notes to the Financial Statements.
4. Required Supplementary Information.
5. Supplementary information.
6. Bank Reconciliations.
7. Cash Transfers Listing.
8. Receivable Listings.
9. Payable Listings.
10. Investment Reconciliations.
11. Fixed Asset Listing (including Depreciation).
12. Unearned Premium Listing.
13. Copies of Leases and Contracts.
14. Schedule of Leave Activity.
15. List of all nonstandard entries and year-end adjusting entries.
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All other information required to be included in the financial statements and audit report will be
prepared by the Firm. This includes:

The statement of cash flows — proprietary fund

Statement of net assets — proprietary fund.

Statement of revenues, expenses, and changes in fund net assets — proprietary fund.
Statement of Plan Net Assets — fiduciary funds.

Statement of Changes in Plan Net Assets — fiduciary funds.

Draft any new note disclosures that may be required.

Help to insure that financial statements and audit report meet the requirements in the
GFOA checklists for the Certificate of Achievement for Excellence in Financial
Reporting.

NoosrwdhBE

The Firm is strongly encouraged to meet with the above named individual to determine exactly
what information the Firm will be expected to prepare.

O. Entrance & Exit Conferences

An entrance conference should be held with the appropriate Client personnel prior to the start of
the audit. If desired by the Client a formal exit conference is to be held with the appropriate
representatives of the Client.

The draft audit report must be presented to the Client. The Client will be required to respond in
writing to all recommendations and findings included in the draft audit report. Responses by the
Client will be included in the draft and finalized copy of the audit report.

P. Mandatory Minimum Qualifications

1) The CPA firm and the partner in-charge of the audit must be properly licensed to practice in
the State of North Dakota.

2) The CPA firm and audit team members must be independent in accordance with:
a) Government Auditing Standards, issued by the Comptroller General of the
United States, and;
b) AICPA standards, including Ethics Interpretation 101-10, entitled "The effect
on independence of relationships with entities included in the governmental
financial statements."

3) Auditors engaged in the audit must meet the continuing education requirements of
Government Auditing Standards.

4) The Firm's most recent peer review, or quality review report, must have been unqualified.
Q. Time Schedule

The proposal must include a time schedule showing the start date of the field work and
estimated dates for field work completion and draft report issuance. The Firm will coordinate
with the Client for the performance of field work. Three copies, or an electronic copy, of the
preliminary draft of all financial statements, and notes to the financials must be made available
to the Auditor, by September 30 (or earlier if possible) of each year. Any extensions of this
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deadline must be approved by the State Auditor's Office in advance. The finalized audit report
for the Client must be issued no later than October 31 following the end of the fiscal year.

R. Nature of Services Required

1.

Scope of the Audit

The auditor shall express an opinion on the fair presentation of the basic financial
statements of the Client. The Firm must give an opinion on supplementary financial
information in relation to the basic financial statements taken as a whole. The firm will
report on required supplementary information in accordance with the current guidance from
the AICPA.

The Firm shall also perform such accounting work which is necessary and which will not be
performed by the Client as indicated under "Assistance Available To Firm" as noted above.

Description of Funds to be Audited

The audits shall cover the entire operations of the Client. The investments, except for
defined contribution and deferred compensation assets of PERS will be audited as part of
the Retirement and Investment Office audit. It is anticipated that the PERS auditors will be
able to rely on the audit work performed at the Retirement and Investment Office pertaining
to investments, except for defined contribution and deferred compensation assets.

The proprietary fund is used to account for the operations of the Uniform Group Insurance
Program. The System has been given the responsibility to manage this public entity risk
pool. The Uniform Group Insurance Program is an insurance purchasing pool which
provides the employees of the State of North Dakota, or any of its political subdivisions,
institutions, departments, or agencies, economies of scale in purchasing health, life, EAP,
dental, vision and long-term care insurance. Since there is no pooling of risk, the
disclosures relating to public entity risk pools are not applicable. Accordingly, this
proprietary fund only reports administrative revenues and expenses.

Fiduciary funds consist of the pension and other employee benefit trust funds that are used
to account for assets held by the department in a trust capacity. These include:

a) Public Employees Retirement System — a costsharing multiple-employer defined
benefit retirement plan.

b) Highway Patrolmen’s Retirement System — a single-employer defined benefit
retirement plan.

c) Defined Contribution Retirement Plan — an optional defined contribution retirement
plan covering specified employee positions in the State of North Dakota.

d) Retiree Health Insurance Credit Fund — an advance funded plan to offset the
member’s cost of health insurance during their retirement and a plan to provide
health care coverage to eligible retirees who are not yet eligible for medicare.

e) Pretax Benefits Program — allows eligible employees to elect to reduce their salaries
to pay for eligible dependent care and medical expenses.

f) Deferred Compensation Plan — voluntary, supplemental retirement plan provided in
accordance with Section 457 of the Internal Revenue Code.
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g) Retirement Plan for Employees of Job Service North Dakota — a single-employer
defined benefit retirement plan.

h) Oasis Trust Fund — a cost-sharing multiple employer defined benefit retirement
plan.

3. Periods to be Audited

An annual audit for the Client is to be performed for the fiscal years ending June 30, 2009,
2010 and 2011.

4. Type of Audit Required

The audits shall be financial statement audits as defined in Government Auditing
Standards.

Audits will be done in accordance with: generally accepted auditing standards; Government
Auditing Standards issued by the Comptroller General of the United States; Guidelines to
Independent Certified Public Accountants Performing Audits of State Agencies, issued by
the Auditor, and; OMB Circular A-133, "Audits of States, Local Governments, and Non-
Profit Organizations.”

The Firm shall also follow the guidance of the AICPA Audit and Accounting Guide “Audits
of State and Local Governmental Units,” and any other applicable AICPA audit and
accounting guide.

5. Compliance Testing

The engaged CPA firm will be expected to test for compliance with applicable state and
federal laws and report violations of any laws regardless of financial materiality (unless
clearly inconsequential). Testing shall include, but not be limited to the provisions of title 54
of the North Dakota Century Code and applicable Session Laws (testing of appropriation
laws and legislative intent relating to transfers). Specific NDCC Sections that shall be
tested include:

Section Il

54-52-06 54-52.1-03.2 | 39-03.1-04
54-52-06.1 54-52.1-03.3 | 39-03.1-05
54-52-06.2 54-52.1-04 39-03.1-09
54-52-06.3 54-52.1-04.3 | 39-03.1-10
54-52-11.1 54-52.1-06 39-03.1-11
54-52-13 54-52.1-06.1 | 39-03.1-11.3
54-52-14.1 54-52.1-15

54-52-14.2 54-52.1-16 52-09-05
54-52-14.3 52-09-07
54-52-17 54-52.3-03

54-52-17.1 54-52.3-06 52-11-01 sub. 3
54-52-17.2

54-52-17.5 54-52.6-03

54-52-17.10-14 | 54-52.6-06

54-52-27 54-52.6-09
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6. Other Tests

The CPA firm will also perform each of the following tests:

a)
b)

c)

d)

e)

)

9)

h)

0)

p)

Section Il

Examine fixed asset equipment additions and deletions for propriety.
Determine that all clearing accounts are approved by the State Auditor.

Examine recorded liabilities and perform a search for unrecorded liabilities, to ensure
that expenditures were charged to the proper fiscal year, and proper biennial
appropriation.

Physically inspect a sample of equipment items.

Determine that a physical inventory was taken in accordance with NDCC section 44-
04-07.

Determine whether bond coverage is reviewed and evaluated on an annual basis,
and appears adequate (NDCC 26.1-21-08)

Determine whether receipts are being deposited into the appropriate fund(s), and
disbursements are being made out of the appropriate fund(s)

Determine whether all receipts are being deposited with the State Treasurer's Office,
unless there is a specific statutory exception or attorney general opinion to the
contrary.

Agree final appropriation amounts on statement of appropriations, to OMB printouts.

Determine that legislative intent included in appropriation laws has been complied
with.

Determine whether there were Emergency Commission or Budget Section changes
to the Client's appropriation, and if so, whether the Client complied with the
documented intent of the changes.

Determine the legality of investments.

Select a sample of administrative expenditures and determine compliance with OMB
policy and state purchasing requirements with an emphasis on contracting for
services.

Determine that all public moneys were paid over to the state treasurer, and were
disbursed only pursuant to appropriation made by the legislature. [State
Constitution, Article X, Section 12.]

Determine if the Client’s budget request included a list of every individual asset or
service, excluding real estate, with a value of at least fifty thousand dollars and every
group of assets and services comprising a single system with a combined value of at
least fifty thousand dollars acquired through a capital or operating lease arrangement
or debt financing arrangement by a state agency or institution. The list should include
assets or services acquired in the current biennium and anticipated assets or
services to be acquired in the next biennium. [NDCC 54-44.1-06 #8]

Determine if the Client performed a ‘written analysis’ of operating leases. If the Client
entered into a lease arrangement that was not the most economical decision,
consider writing up a recommendation. [NDCC 54-27-21.1]
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S.

Audit Report Contents

The audit report should be addressed to the Governor of North Dakota and the Legislative
Assembly in addition to the Client.

The audit report must also include the following:

- Auditor's Report on Financial Statements and Supplementary Information.

- Management’s Discussion and Analysis.

- Comparative Financial Statements.

- Notes to the Financial Statements.

- Statement of Appropriations.

- Comments addressing each of the items under section "Special Comments Requested
by the Legislative Audit and Fiscal Review Committee” in "Guidelines to Independent
CPA's," issued by the Auditor.

- Non-Federal Findings, Recommendations and Agency Response.

- Auditor's Report on Internal Control and on Compliance and Other Matters.

- Schedule of Expenditures of Federal Awards.

- Schedule of findings and questioned costs.

- Summary schedule of prior audit findings.

The audit report will include all of the aforementioned sections bound together as a single
document. This document must be in an electronic format, preferably Word in addition to a hard
copy. In addition, instances of fraud, waste and illegal acts, or indications of such, including all
guestioned costs, must be included in the audit report.

T.

1.

Special Considerations

The financial statements of the Client will be included in the basic financial statements of the
State of North Dakota. The work of the Firm will be relied on and referred to by the Auditor.
The basic financial statements will be included in the Comprehensive Annual Financial
Report (CAFR) of the State of North Dakota.

If the financial statements of the Client are not prepared in accordance with generally
accepted accounting principles, or if the Firm's report is other than unqualified, the Auditor
must be notified as soon as possible.

The State's CAFR will be submitted to the Government Finance Officers Association for the
purpose of obtaining a Certificate of Achievement for Excellence in Financial Reporting.

The Firm agrees to cooperate with the Office of Management and Budget, and/or the
Auditor in matters affecting the adjusting, consolidating, combining or eliminating of the
Client accounts, for inclusion in the basic financial statements of the State of North Dakota.
This includes providing the information necessary for the State to qualify for the GFOA's
Certificate of Achievement for Excellence in Financial Reporting.

The FIRM shall consider the AUDITOR as an audit committee when making the required
GAS and AICPA audit committee communications.
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The Firm will be responsible for presenting the final audit report to the Legislative Audit and
Fiscal Review Committee, NDPERS Audit Committee and Board of Directors.. The Firm may
also be required to present the audit report to others as determined by the Client.

U. Number of Audit Reports

Three copies of the draft audit report, including the management letter and any informal
recommendations made to the Client will need to be submitted to the Auditor. Copies of the
draft audit report will also need to be submitted to the Client. Twenty eight copies of the final
audit reports will be sent to the Auditor. The final audit report will need to be made available to
the Auditor and to the Client upon request in a PDF or Microsoft Word® compatible file.
Additional copies of the final audit reports will be sent to the Client as required.

V. Inspection & Modification - Reimbursement for Unacceptable Deliverables

The contractor is responsible for the completion of all work set out in the contract. All work,
including audit documentation is subject to inspection, evaluation, and approval by the Auditor.
The Auditor will complete a review of the draft audit report within two weeks after receipt of the
draft report. The Auditor will send to the CPA firm comments for correction and clarification
within one week after the completion of the review. The CPA firm must respond to the
guestions and comments, in writing, within the following week, and final resolution of all points
must take place within the subsequent week.

Final approval of the audit will not be given until all points raised by the Auditor have been
satisfactorily resolved. Should the Auditor determine that corrections or modifications are
necessary in order to accomplish the contracts intent, the Auditor may direct the contractor to
make changes. The contractor will not unreasonably withhold changes.

Substantial failure of the contractor to perform the contract may cause the Auditor to terminate
the contract. In this event, the State may require the contractor to reimburse monies paid
(based on the identified portion of unacceptable work received) and may seek associated
damages.

In the event that the audit report or audit documentation is found to be substandard and
deficiencies not corrected to the satisfaction of the Auditor, one or more of the following
additional steps may be taken by the Auditor:

- Refuse to give final approval of the audit report.

- Remove the firm from the list of firms with which we will contract. Depending upon the
seriousness of the substandard work, this will range from a specified period with
required CPE in governmental auditing, to permanent removal.

- Refer the firm to the State Board of Accountancy, and/or the American Institute of
Certified Public Accountants.

All pertinent records and audit documentation must be retained for three years after the report
has been finalized, or until advised otherwise by the Auditor.

The CPA firm must make available with the audit documentation a listing of the actual number
of hours used on the audit, by audit area and individual, and a copy of the management letter.
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Audit documentation must be made available without charge to the Auditor in Bismarck, for
examination by representatives of the Auditor or the Federal Government.

W. Contract Personnel

The Audit Coordinator must approve any change of the contractor's project team members
named in the proposal, in advance and in writing. Personnel changes that are not approved by
the Auditor may be grounds for the Auditor to terminate the contract.

X. Termination for Default

If the Audit Coordinator determines that the contractor has refused to perform the work or has
failed to perform the work with diligence as to ensure its timely and accurate completion, the
Auditor may, by providing written notice to the contractor, terminate the contractor’s right to
proceed with part or all or the remaining work.

This clause does not restrict the State’s right to termination under the contract provisions of the
Service Contract, attached.

Y. Confidentiality
The CPA firm must conform to current North Dakota statutes and administrative code provisions
regarding confidentiality of employer and employee records and files accessed in the

performance of services under a contract. The CPA firm must refer all requests for information
received from outside parties, sought under the Open Records laws of the state, to the Auditor.

Z. HIPAA Confidentiality

The CPA firm must agree that any protected health information disclosed to it under this
contract will remain confidential and be used or further disclosed only as required by law or for
the purpose for which it was disclosed to the Auditee, and the Firm must agree to notify the
State Auditor of any instances of which it is becomes aware in which the confidentiality of any
information to which it has been given access has been breached.

AA. Media Releases

The CPA firm will not make media releases pertaining to this RFP or to the services to which it
relates without prior written approval from the Auditor.

BB. Other Services
Other services, if any, by the firm are not a part of this request for proposal and will be
contracted and billed separately with the Client. The contractor is required to inform the Audit

Coordinator of any nonaudit services performed for the Client.

CC. Public Information
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Materials submitted in response to this RFP become the property of the State Auditor. All
proposals received remain confidential until an award is made. Thereafter, proposals will be
public records as defined in Chapter 44-04 of the North Dakota Century Code.

DD. Taxes and Taxpayer Identification

The contractor must provide a valid Vendor Tax ldentification Number as a provision of the
contract.

The Auditor is not responsible for and will not pay local, state, or federal taxes. The State sales
tax exemption number is E-2001, and certificates will be furnished upon request by the Firm.
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SECTION Il - FORMAT OF THE PROPOSAL RESPONSE

All proposals must include the information requested in this section and be organized in the
same manner as this section.

A. Title Page

Show the RFP subject, firm name, local address, telephone number, name and title of contact
person, and date of submission.

B. Letter of Transmittal

Limit the transmittal letter to no more than two pages, and include the following information:

1. A brief understanding of the audit service to be performed.

C. Profile

A positive commitment to perform the audit in accordance with the requirements of
the Request for Proposal.

The names of individuals authorized to make representations for the firm, their titles,
addresses and telephone numbers.

A statement that if selected, the firm agrees to execute a formal contract
incorporating the RFP and the firm's proposal.

of the Firm

State the size of the firm and whether it is local or regional.

Give the location of the office from which the work is to be done and the number of
professional staff employed at that office.

Describe the range of auditing and accounting activities performed by the local office.

Describe the local office's capability to audit information systems, including the
gualifications of personnel skilled in information systems who will work on the audit, if
required.

D. Summary of the Firm's Qualifications

Section Il

Include a description of the qualifications and experience of each audit team
member, including staff, who will be engaged in performing the audits, including staff
from other than the local office. It is assumed that the audit staff identified in the
proposal will be used on the audit engagements. Any substitution of audit
manager(s), supervisor(s), or in-charge auditor(s) must have prior approval of the
Auditor. A written request for substitution of audit personnel must be accompanied
by a listing of relevant continuing professional education (CPE) courses and recent
audits in which the individual has participated.

If the Firm is a joint venture, the qualifications of each Firm comprising the joint
venture should be separately identified and the Firm that is to serve as the principal
auditor should be noted.
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Include an itemized listing of relevant CPE courses attended by each member of the
audit team during the last three years.

Include an itemized listing of audit engagements performed by the local and regional
offices similar to the type of audit requested. This listing must include only those
audits completed during the last four years.

Include a minimum of three client references who can respond regarding the Firm’'s
performance. References should be clients who have purchased the types of
services described in the RFP within the last four years.

Include a copy of the firm's most recent external quality review, or peer review report,
including any letter of comments, with a statement indicating whether the review
included a review of specific government engagements.

E. Firm's Approach to the Examination

Submit an

audit plan to accomplish the scope of the examination. The audit work plan should

demonstrate the Firm's understanding of the audit requirements as outlined in the request for

proposal.

The planned use of specialists should be specified, especially in the areas of the actuary and

the review

of the information systems.

The following information must be included in the audit work plan:

Proposed segmentation of the engagement;

Level of staff and number of hours to be assigned to each proposed segment of the
engagement;

Planned substantive audit approach including sample sizes and the extent to which
statistical sampling is to be used in the engagement;

Approach for compliance testing required by Section Il, subsection R. (Nature of
Services Required).

Approach to be taken to gain and document an understanding of internal control
(including controls surrounding information systems);

Anticipated reliance on the Client’s internal control, and

Materiality methodology including percentages used and how materiality is applied.

F. Delivery Schedule

A schedule of performance of the contract and delivery dates of the required report(s).

Section Il
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G. Compensation

The price proposal must be submitted as the total price of the audit and accounting services for
the Client. There shall be a separate total price for each fiscal year called for in this request for
proposal. The total price is to include the Firm’'s expenses for labor, travel, and all other
expenses. The labor portion of the price must itemize the estimated number of hours and billing
rate for each person working on the audit. Firms should use the following format for each year
bid:

Fiscal year 2009

Position Rate Hours Total
Partner $XXX XX $XXX
Manager SXXX XX $XXX
Staff XXX XX XXX
Clerical XXX XX $XXX
Travel $XXX
Other XXX

Do
X
X<

X XXX

Total for fiscal year 2009

Subsequent years should follow the same format with a grand total for the total cost of the
contract.

H. Nonaudit services

A listing of nonaudit services performed for the Client should be included along with
documentation of the Firm’s consideration of the independence implications of the nonaudit
services as discussed in paragraph 3.13 of Government Auditing Standards. This consideration
should address the safeguards stated in paragraph 3.17 and, if applicable reference to
applicable items contained in Government Auditing Standards: Answers to Independence
Standards Questions.

If the Firm is granted the audit contract for the Client, during the duration of the contract the Firm
will obtain written approval from the Auditor before entering into additional nonaudit services.

I. Additional Data

Since the preceding sections contain only data that is specifically requested, any additional
information considered essential to the proposal should be included in this section.
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